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Mr. Graziano 


To Our Stockholders: 

Last January we looked forward to 1971 with 
concern about the softness of our markets but 
with determination to make the most of oppor¬ 
tunities available to us and to create new ones. 

Looking back at the year, we believe both objec¬ 
tives were accomplished creditably despite the 
most difficult market conditions since 1957. The 
specialty chemicals business expanded greatly 
from the introduction of new products, entry into 
new markets and the acquisition of Intracolor 
Corporation. At the same time, machinery losses 
were minimized in the face of depressed markets 
and the worst textile machinery business since the 
1930's. 

The acquisition of Intracolor Corporation on 
November 1 adds significant stability and strength 
to our earnings and financial position. Intra¬ 
color's sales of dyes and chemicals will increase 
Crompton & Knowles' overall specialty chemicals 
sales to more than 50% of our total volume, up 
from 24% last year and only 12% a decade ago. 
This new emphasis will materially reduce our 
reliance on our machinery business which is 


HIGHLIGHTS OF 1971 



1971 

1970 

Net sales .... 

$79,276,000 

$77,482,000 

Earnings before taxes . 

3,796,000 

5,616,000 

Net earnings . 

2,252,000 

3,156,000 

Stockholders' equity— 
end of year . 

43,399,000 

36,885,000 

Average shares 
outstanding . 

2,115,724 

2,138,999 

Per common share: 

Net earnings 

$ 1.04 

$ 1.48 

Dividends paid . 

.80 

.80 

Stockholders' equity. 

17.68 

17.44 

Number of stockholders 

4549 

4708 

Number of employees . 

2800 

2700 
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directly affected by fluctuating capital goods spending cycles. 

Specialty chemicals business benefited from a 59% increase in sales, including two 
months' sales from Intracolor, and improved profitability in all product lines. 
Machinery lines, sluggish throughout the year, were hurt further by a long strike 
at our largest plastics machinery plant, unfavorable inventory adjustments, dock 
strikes and currency revaluations. Additional expenses were incurred in connection 
with the Corporation's long range program to consolidate our machinery facilities. 

An unusually large gain of $270,000 from conversion of net current assets of 
foreign subsidiaries was deferred to future periods. This will help offset the 
possible adverse impact currency revaluations may have on obligations payable 
in foreign currencies which mature through 1989. 

Product development expenditures totaled more than $1.6 million, up slightly 
from the 1970 amount. Promising product opportunities were selected on the 
basis of more precise market intelligence, and development projects were 
managed with more exacting control. 

Capital expenditures totaled some $3.3 million. The expanded Pennsylvania 
dye manufacturing plant and the new Belgian dye production facility were 
started smoothly. Plans to consolidate our machinery production facilities 
progressed with the completion of the new North Carolina weaving and 
knitting machinery plant. This permitted the transfer of some of our operations 
from Worcester, Massachusetts. Three plants vacated in 1970 were disposed of 
successfully. 

The unsettled international trade climate held foreign sales below expectations. 

As the year closed, however, the U.S. Government moved to encourage exports 
by offering tax deferral benefits for the first time in recent history. The 
Corporation's qualification for these tax benefits and recent currency 
revaluations present a more encouraging picture for 1972. 

Longer term, the Corporation expects to build further on its long-standing 
international background to take advantage of potentially larger foreign 
markets for its products. 

The Corporation's year-end financial position shows a significant increase in 
working capital along with sizable increases in total assets and stockholders' 
equity, all largely the result of the acquisition of Intracolor. While long-term 
debt also increased, it is still only slightly more than one-third of total long-term 
capital employed. 

Looking ahead, we expect that the continued growth of our specialty chemicals 
business and improving prospects for machinery will lead to much better results 



January 25, 1972 
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SPECIALTY CHEMICALS 

Sa/es $29,087,000 

Dyes and auxiliary chemicals for textiles of synthetic and natural 
fibers, paper products and leather applications 

Flavors and colors for soft drinks, liqueurs, candies, meats, bakery and dairy 
products and pharmaceuticals 

Fragrances for perfumes and cosmetics 

Colors for plastics products 

Organic chemicals for dyestuffs, agricultural and industrial uses 

Major facilities located in Georgia, New Jersey, North Carolina, Pennsylvania, 
Belgium and The Netherlands 


Specialty chemicals operating results 
were outstanding in 1971. Sales 
increased 59 % over 1970 for all 
products and accounted for a record 
37% of Crompton & Knowles' total 
volume. Net earnings were 
approximately $2.3 million for the year, 
almost double those in 1970. This 
strong performance was led by 
Althouse dyes and the addition of two months' sales of Intracolor Corporation. 
Althouse sales to knit, carpet and hosiery markets were exceptionally good, 
enabling results to run counter to textile industry trends. 



INTRACOLOR ACQUIRED 

The acquisition of Intracolor Corporation was a major event of the year. This 
was one of the most important steps taken by Crompton & Knowles since the 
diversification program began in 1954 with the purchase of Althouse Chemical 
Company. Intracolor, formerly part of the Ciba Chemical & Dye Company, was 
sold by CIBA-GEIGY Limited in compliance with terms imposed by the Department 
of Justice for the merger of CIBA Corporation and Geigy Chemical Corporation. 

Intracolor's 1971 sales were $35.8 million. If it had been part of Crompton & 
Knowles for the entire year, the Corporation's specialty chemicals sales would 
have been 54% of total volume. Thus the addition of Intracolor changes the 
nature of Crompton & Knowles from a machinery company with strong 
chemicals interests to a company with a much sounder balance of products 
between these two interests. 
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Intracolor markets a wide range of dyes and specialty chemicals to the textile, 
paper and leather industries. Intracolor's dyes, consisting of colors for all types 
of synthetic and natural fibers, significantly broaden Althouse's highly specialized 
line of dyes. Intracolor's paper and leather dyes bring Crompton & Knowles 
into markets not served before. 

Other Intracolor products extend the Corporation's specialty chemicals lines to 
include certain types of textile auxiliary products used to control and improve 
dyeing processes, optical brightening agents to increase the whiteness of textile 
and paper products, and optical brighteners for household laundry detergents. 

Intracolor's reputation as a quality supplier of dyes and other specialty chemicals 
is soundly based on its excellent marketing and customer service organization. 
Over 300 employees work in six locations throughout the U.S. to solve customer 
problems. 

The principal facility, located in Fair Lawn, New Jersey, serves as Intracolor's 
headquarters, its largest customer service laboratory and a large warehouse. 

A modern customer service laboratory and warehouse in Charlotte, North 
Carolina and a smaller facility in Dalton, Georgia, are well situated in the 
nation's major textile producing regions. 

Intracolor has valuable contracts providing sources of supply from CIBA-GEIGY 
for all of its products for an initial period of 10 years. Intracolor has the 
right to select products for manufacture in Crompton & Knowles' dye 
manufacturing plants. This ten year period provides sufficient time for 
Crompton & Knowles to decide whether to construct additional manufacturing 
facilities. The period also permits selection of the most favorable locations and 
the most efficient dye manufacturing techniques which may then be available. 

Intracolor has the rights to sell for periods of up to ten years any products 
which may be patented by CIBA-GEIGY Limited during the next five years. 

With the acquisition of Intracolor, Althouse research becomes even more important 
to Crompton & Knowles' future. Plans are being developed to expand this 
capability over the next several years with the first additions budgeted for 1972. 


OTHER DYES AND TEXTILE CHEMICALS 

In 1971 Althouse continued its marketing leadership in nylon dyes for home 
furnishings and apparel fabrics. Shipments of disperse dyes for the rapidly 
growing polyester fibers market were substantially greater than those of a year 
ago. Sales of direct dyes for rayon and acetate rose satisfactorily. There was 
also continued progress toward developing market position in modified basic 
dyes for acrylics. 

The expansion of Althouse's plant in Gibraltar, Pennsylvania, started in the last 
quarter of 1970, was completed and put into production during the fourth 
quarter of 1971. This addition increases the plant's aqueous dye manufacturing 


Hers is a world of color—carefully compounded colors 
from the laboratories of Crompton & Knowles. 
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capacity and provides processing techniques using solvents within the 
Corporation for the first time. Solvent processing makes it possible to 
manufacture the more sophisticated disperse dyes and modified basic dyes which 
were previously purchased for resale. 

Althouse research developed several profitable new products and processes 
during the year. A number of new colors were added to the nylon dyes line, 
and a new line of dyes for polypropylenes was introduced to the market. 

Besides the new process development for the manufacture of disperse dyes, 
several nylon dye processes were improved. 

Disposal of waste resulting from dye manufacture at Althouse plants also 
received the attention of research and manufacturing technicians. A new 
method of waste treatment now under consideration will improve the 
effectiveness of present disposal systems. 

Althouse Tertre, S.A., Crompton & Knowles' Belgian subsidiary, which 
manufactures and markets dyes and chemicals in Europe, continued to make 
progress. Sales increased some 24% over 1970. Its new plant was completed 
early in 1971 and produced at planned levels throughout the remainder of the 
year. It has been necessary to retain productive capacity in the old plant to 
satisfy demand for certain types of products. 

FOOD, DRUG AND COSMETIC MATERIALS 

Sales of food, drug and cosmetic materials increased slightly in 1971. Food 
and Drug Administration concern with one major color offered by the food color 
industry held back sales of food colors in the U.S. Industry efforts are being 
directed toward development of substitutes. 

Coene, S.A., the Corporation's Belgian flavor subsidiary, increased its sales 
despite the elimination of numerous small volume products from the line. This 
permitted concentration on flavors for liqueurs and cordials, natural juice 
concentrates and toppings for ice cream and bakery products. Other new 
flavors are scheduled for 1972. 

OTHER CHEMICAL OPERATIONS 

Orlex Dyes & Chemicals Corporation, Crompton & Knowles' chemical marketing 
subsidiary, achieved record sales and earnings for the third consecutive year 
since Orlex was acquired. Orlex continues to strengthen its ability to recognize 
and profit from international trading opportunities. These include contracts for 
organic intermediates used in the manufacture of industrial and agricultural 
chemicals, pharmaceuticals, photographic products and dyestuffs. 

Crompton & Knowles' plastics color operation was profitable on somewhat 
higher sales. New equipment installed at its main plant, stronger sales 
management and marketing programs, and the conversion of outlying processing 
locations to customer service laboratories all contributed to the improved 
performance. 


The magic of food color creates the appeal of hundreds 
of good things to eat and drink. 
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MACHINERY 

Sa/es $50,189,000 

Textile Machinery: Weaving, knitting, nonwoven, yarn preparation and finishing 
machinery for home furnishings, apparel fabrics and industrial textiles 

Wire and Plastics Machinery: Extrusion systems for insulated wire and cable, 
plastic pipe, sheet, film, synthetic fibers, plastics compounding and extruded 
rubber products 

Packaging Machinery: Cartoning, wrapping and pouching machinery for foods, 
pharmaceuticals, cosmetics, paper and industrial products 

Major facilities located in Connecticut, Georgia, Illinois, Massachusetts, Michigan, 
North and South Carolina, Rhode Island and Ontario 


The generally poor climate for capital investment persisted throughout 1971. 
Declining sales spread to more of Crompton & Knowles' machinery lines than 
at any time since machinery diversification began several years ago. Exceptions 
were cartoning, knitting, and textile finishing machinery. 

Other factors adversely affected results for the year. A strike at the largest 
plastics machinery plant began March 15 and continued through the year. 
Customer service was maintained by operating the plant at lower but steadily 
increasing levels of production and by using other Crompton & Knowles 
machinery plants to supplement output. 

Foreign currency revaluations and U.S. dock strikes reduced sales of imported 
machinery. Currency revaluations should benefit future sales of domestically 
manufactured machinery, but the effect in 1971 was insignificant. 

Adverse inventory adjustments related to the transfer of weaving machinery 
operations reduced fourth quarter earnings 8 cents a share below original 
expectations. Relocation costs totaled an additional 8 cents a share. 


PRODUCT AND MARKET DEVELOPMENT 

Product and market development continues to be concentrated on the twin 
objectives of developing and acquiring new products to serve growth markets 
and using the latest technology to increase productivity of the more mature 
manufacturing processes. 

The market for knitted apparel and home furnishings fabrics expanded rapidly 
in 1971. Crompton & Knowles was able to take advantage of this market 
trend as a result of last year's acquisition of the U.S. sales rights to the Liba line 
of warp knit machinery. Sales of Liba equipment in 1971 were several times 
greater than those in 1970 and further gains are expected in 1972. 

Crompton & Knowles' own Weft/Loc knitting machine, introduced in 1970 to 
produce knit fabrics of greater dimensional stability, was placed with a number of 
customers throughout the world to test the market acceptance of a wide range 


Certs is certain of efficient, economical packaging of its 
popular breath mint with this Crompton & Knowles high 
speed roll wrapper. 
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of fabrics. Satisfactory progress can be reported, particularly in some of the 
European tests. Weft/Loc is well suited for fabrics knitted of spun yarns 
which currently are enjoying increased market interest. 

The Pinsonic thermal bonding machine, introduced this year, applies new 
technology to an old process. Pinsonic employs ultrasonic sound to form 
fabrics similar to quilted materials at production rates more than 15 times faster 
than those of conventional machines. 

Sales of textile finishing machinery of Crompton & Knowles design increased in 
1971 and were materially supplemented by the introduction of the Hisaka 
pressure dyeing machine imported from Japan. A number of Hisaka machines 
were sold and arrangements have been made for U.S. manufacture in 1972. 

The Corporation's first knit goods finishing range was developed and sold 
during the year. 

Plastic film, sheet and pipe markets continue to grow rapidly. Crompton & 
Knowles' machinery products serving these markets were strengthened by the 
acquisition in January 1971 of Hobbs Manufacturing Company and its 
Canadian subsidiary, Hobbs-Williams Machinery Limited. Hobbs makes winders 
and unwinders, products not built before by Crompton & Knowles, and a line 
of extruders and blown film equipment for markets not previously served. 
Hobbs-Williams is the Corporation's first Canadian manufacturing operation. 

Significant plastics machinery product developments included computer designed 
sheet dies permitting accurate determination of performance before dies are 
manufactured and a system to produce plastic sheet of different surface 
characteristics by the coextrusion of resins. Wire machinery product 
development concentrated on investigations of new techniques to improve 
present lines. 

An important new packaging machine introduced in 1971 was a high speed 
cartoner employing a unique long seam gluing mechanism. This new approach 
permits manufacturers of packaged foods, pharmaceuticals and tobacco products 
to form cartons more economically as an integral part of cartoning operations. 


PLANT CONSOLIDATION 

The Corporation's program to consolidate machinery operations progressed 
during 1971. The new $1.5 million plant near Burlington, North Carolina was 
completed and used to assemble weaving machinery output for the last half of 
the year. The old multistory Worcester, Massachusetts assembly plant was 
vacated in May. The remaining one-third of the Worcester plant has been 
modernized and operates as an efficient one-floor machine shop. 

The relatively small plants at Pawtucket, Rhode Island, and Gardena, California, 
both closed in 1970, were profitably sold. The old North Adams, Massachusetts 

Grandma would be astonished to see 15 yards a minute 
of quilt-like fabric flow from this Pinsonic—a Crompton 
& Knowles application of ultrasonic technology to 
modernize an old process. 
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plant was given to the City of North Adams in a tax deductible transaction as 
permitted by stockholder action at the 1971 annual meeting. 

Organizationally, the historically autonomous textile and plastics machinery 
businesses each continued to progress toward consolidation into larger operating 
units. These reoriented units are concentrating more effectively on market needs 
and opportunities. They are structured to provide more professional support in 
the marketing, product development and manufacturing functions while 
permitting more effective financial control. 


FOREIGN OPERATIONS 

In a year of currency and trade adjustments export sales of machinery declined. 
The outlook for 1972 is much better, based on the advantageous revaluations 
of the dollar which will directly assist U.S. machinery exports. 

Crompton & Knowles' participation in trade fairs in Africa and France in 1971, 
scheduled appearances in Iran and Japan in 1972 and the overseas introduction 
of new products such as Weft/Loc and Pinsonic, are 
expected to increase export sales. 

Nihon Davis-Standard, the Corporation's joint venture 
which manufactures and markets wire insulating systems 
in the Far East, succeeded in maintaining its profit margins 
despite lower sales consistent with the slower growth 
rates experienced in the Japanese economy this year. 


AUTOMOTIVE 

Sa/es $5,962,000 

A small improvement in industry output led to somewhat 
higher shipments of truck components as compared 
with those in 1970. Crompton & Knowles is a significant 
supplier of certain types of parts for light trucks and is 
aggressively seeking other products which can be 
manufactured on existing equipment to increase return 
on investment. 


The quality film on many of the attractive packages you open 
may come from a four story high bubble like this one being 
extruded on a Crompton & Knowles blown film system. 
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FINANCIAL REVIEW 


SALES 

Increased sales of specialty chemicals in 1971 offset the decline in sales of 
machinery. Sales in 1971 by major product classes compared with 1970: 



December 31, 


1971 

1970 

Specialty chemicals. 

Machinery and other products: 

. $29,087,000 

$18,254,000 

Textile machinery. 

27,322,000 

35,651,000 

Plastics and packaging machinery . 

16,905,000 

17,856,000 

Automotive and other products 

5,962,000 

5,721,000 

Total sales. 

. $79,276,000 

$77,482,000 


The chart on the next page shows five years' growth of specialty chemicals sales 
to the present level of 37 % of total sales. Textile machinery sales were 34% of 
total sales, the smallest percentage in the history of the Corporation. 

Sales of consumable products in 1971 reached a new high, reducing the 
Corporation's dependence on sales of capital goods: 


December 31, 



1971 


1970 




%of 


% of 


Amount 

total 

Amount 

total 

Sales of consumable products: 





Specialty chemicals . 

$29,087,000 


$18,254,000 


Machinery repair parts 

15,468,000 


17,303,000 


Total. 

44,555,000 

56% 

35,557,000 

46% 

Sales of capital goods: 





Textile, plastics and 





packaging machinery, 
automotive products . 

34,721,000 

44% 

41,925,000 

54% 

Total sales . 

$79,276,000 

100% 

$77,482,000 

100% 


Export and foreign sales were $15,457,000 in 1971, 19% of total sales. 
Comparable figures for 1970 were $17,229,000 and 22%. Foreign licensees 
manufactured and sold $6.4 million of Crompton & Knowles products in 1971 
for which the Corporation received important royalty income. 
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MAJOR PRODUCTS AS PERCENT OF TOTAL SALES 
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1967 1968 1969 1970 1971 1971 PRO FORMA 


1971 pro forma shows major products as percent of total sales if Intracolor Corporation, acquired November 1. had been owned for the entire year. 


EARNINGS 

Net earnings from specialty chemicals operations were $2,336,000 in 1971, 
up 95 % from the 1970 total of $1,200,000. Machinery operations in 1971 
sustained a small loss of $84,000. In 1970 machinery net earnings were 
$1,956,000. Depressed machinery sales were responsible for lower margins 
of profit. 

BALANCE SHEET 

Working capital increased to $36,366,000 at December 31, 1971, largely as 
the result of the acquisition of Intracolor Corporation on November 1. At the 
same time the Corporation's working capital ratio rose to 3.1 from 2.5 at 
December 31,1970. Total assets increased to $85,623,000 at December 31, 
1971 from $63,096,000 at the end of the preceding year. 

Long term capital employed at December 31, 1971 was $65,951,000 
consisting of 66% stockholders' equity and 34% long-term debt. 

DIVIDENDS 

Cash dividends were paid quarterly on common stock at the annual rate of 
80 cents a share. Cash dividends have been paid annually on common stock 
for over sixty years with the exception of 1932. 

BACKLOG 

Backlog of customers' orders for new machinery and truck components at 
December 31, 1971 totaled $21 million compared with $16 million at the close 
of the preceding year. Orders for specialty chemicals and machinery repair 
parts are filled from inventory and are excluded from backlog. 


14 





























































CONSOLIDATED EARNINGS 
AND RETAINED EARNINGS 

YEAR ENDED DECEMBER 31, 1971 WITH COMPARATIVE FIGURES FOR 1970 



1971 

1970 

Net sales . 

Cost of sales . 

$79,276,022 
57,723,139 

77,481,589 

55,791,345 

Gross profit exclusive of depreciation. 

21,552,883 

21,690,244 

Other Income: 

Royalties and commissions. 

Interest . 

Miscellaneous, net. 

655,955 

288,390 

161,169 

554,348 

326,848 

322,212 


1,105,514 

1,203,408 


22,658,397 

22,893,652 

Selling, general and administrative expenses . 

Depreciation . 

Interest expense. 

15,714,861 

1,789,927 

1,357,753 

14,539,418 

1,738,501 

1,000,160 


18,862,541 

17,278,079 

Earnings before income and state taxes. 

3,795,856 

5,615,573 

Income and state taxes: 

Federal and foreign income taxes (note 7). 

State taxes. 

1,271,002 

272,446 

2,038,135 

421,517 


1,543,448 

2,459,652 

Net earnings.. 

2,252,408 

3,155,921 

Retained earnings at beginning of year. 

26,897,744 

25,453,022 

Deduct cash dividends: 

Preferred stock, $.88 per share. 

Common stock, $.80 per share. 

52,500 

1,692,579 

1,711,199 

Retained earnings at end of year. 

$27,405,073 

26,897,744 

Net earnings per common share based on the weighted average number of 
shares outstanding each year and after preferred dividend requirements . 

$ 1.04 

1.48 


See accompanying notes to consolidated financial statements. 


CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 
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CONSOLIDATED BALANCE SHEET 

DECEMBER 31, 1971 WITH COMPARATIVE FIGURES FOR 1970 


ASSETS 
Current assets: 

Cash. 

Marketable securities, at cost (market 

approximately $80,000). 

Notes and accounts receivable, less allowance for doubtful items 
$521,811 (1970 - $362,739). 

Inventories, at the lower of first-in, first-out cost or market: 
Finished goods and manufactured parts. 

Work in process. 

Raw materials and supplies. 

Total inventories. 

Prepaid expenses. 

Total current assets. 

Other assets: 

Investment in non-consolidated subsidiaries, 

at equity in net assets (note 1) . 

Other. 

Total other assets. 

Property, plant and equipment at cost, less accumulated depreciation 
and amortization of $18,150,533 (1970 - $16,037,879) (note 2) 

Formulae, trademarks, trade names, patents and patent rights, less 
accumulated amortization $806,117 (1970 - $565,069) (note 3) 

Costs of acquisitions in excess of equity in 

net assets (notes 1 and 3). 


1971 


$ 2,923,384 

95,579 

18,344,446 

21,184,076 

5,474,027 

4,927,577 

31,585,680 

751,144 

53,700,233 


835,554 

798,530 

1,634,084 

18,609,713 

591,420 

11,088,020 
$ 85,623,470 


1970 


1,816,865 

93,359 

15,677,950 

11,899,253 

3,482,567 

5,112,537 

20,494,357 

990,692 

39,073,223 


604,438 
1,879,431 
2,483,869 

16,096,529 

322,477 

5,119,819 

63,095,917 


See accompanying notes to consolidated financial statements. 

CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 
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LIABILITIES AND STOCKHOLDERS' EQUITY 

1971 

Current liabilities: 

Installments on long-term debt (note 4). $ 795,848 

Notes payable. 3,565,351 

Accounts payable. 9,141,434 

Accrued expenses. 2,918,865 

Federal and foreign income taxes and state taxes . 912,319 

Total current liabilities. 17,333,817 

Pensions (note 5). 243,000 

Long-term debt (note 4) .. 22,551,992 

Deferred foreign exchange gain (note 6). 230,074 

Deferred Federal income taxes (note 7). 1,612,470 

Minority interest. 252,975 

Stockholders' equity: 

Cumulative preferred stock, no par value, liquidation preference $100 

per share. Authorized 250,000 shares, issued 60,000 shares (note 8) . 6,000,000 

Common stock, $5 par value: 

Authorized 4,000,000 shares 

Issued 2,181,364 shares. 10,906,820 

Additional paid-in capital (note 9). 7,425 

Retained earnings (note 4). 27,405,073 

44,319,318 

Less 65,490 shares held in treasury, at cost (1970-66,090 shares) (note 9) . 920,176 

Total stockholders'equity. 43,399,142 

$85,623,470 


1970 

481,486 
3,567,797 
7,440,081 
3,173,195 
676,788 

15,339,347 
324,000 
8,484,008 

1,821,724 
241,400 


10,906,820 

3,712 

26,897,744 

37,808,276 

922,838 

36,885,438 

63,095,917 
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CONSOLIDATED STATEMENT OF CHANGES 
IN FINANCIAL POSITION 

YEAR ENDED DECEMBER 31, 1971 WITH COMPARATIVE FIGURES FOR 1970 


FUNDS WERE PROVIDED BY: 

Net earnings . 

Charges to earnings, such as depreciation and amortization, 

not requiring funds . 

Funds from earnings for the year. 

Long-term debt increase $14,000,000 and issuance of 60,000 
shares of preferred stock valued at $6,000,000 relating to the 
acquisition of Intracolor Corporation (note 1) .... 

Decrease (increase) in non-current notes receivable 
Disposition of plant and equipment, less accumulated depreciation 
Net working capital of subsidiary not previously consolidated 
Other. 

FUNDS WERE USED FOR: 

Cash dividends paid to stockholders. 

Purchase of machinery, equipment and other productive facilities 
Increase in costs of acquisitions in excess of 

underlying net book values (note 1). 

Non-current assets from acquisition of Intracolor Corporation and 

Hobbs Manufacturing Company. 

Long-term debt decrease (increase). 

Increase (decrease) in investments in 

non-consolidated subsidiaries (note 1). 

Purchase of 35,100 shares of treasury stock. 

Increase in working capital: 

From acquisition of Intracolor Corporation and Hobbs 

Manufacturing Company. 

From operations. 

Total increase in working capital. 

CHANGES IN WORKING CAPITAL: 

Increase (decrease) in current assets: 

Cash. 

Marketable securities. 

Notes and accounts receivable. 

Inventories. 

Prepaid expenses. 

Increase (decrease) in current liabilities: 

Installments on long-term debt. 

Notes payable. 

Accounts payable. 

Accrued expenses. 

Federal and foreign income taxes and state taxes .... 

Total increase in working capital. 

See accompanying notes to consolidated financial statements. 

CROMPTON 8. KNOWLES CORPORATION AND SUBSIDIARIES 


1971 


$ 2,252,408 

1,975,633 

4,228,041 


20,000,000 

1,006,966 

799,678 

177,055 

$26,211,740 


1,745,079 

1,767,083 

6,082,920 

3,336,712 

416,290 

231,116 


10,565,481 
2,067,059 
12,632,540 
$26,211,740 


1,106,519 

2,220 

2,666,496 

11,091,323 

(239,548) 

14,627,010 

314,362 
(2,446) 
1,701,353 
(254,330) 
235,531 
1,994,470 
$12,632,540 


1970 


3,155,921 

1,671,350 

4,827,271 


(1,157,000) 

1,832,491 

348,869 

(102,454) 

5,749,177 


1,711,199 

3,883,583 


(1,001,496) 

(85,094) 

473,281 


767,704 

767,704 

5,749,177 


278,438 
(5,001) 
251,725 
1,788,292 
274,717 
2,588,171 


(15,922) 
536,112 
2,111,521 
167,004 
(978,248) 
1,820,467 
767,704 
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NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 


(1) Principles of consolidation 

The consolidated financial statements include the ac¬ 
counts of all subsidiaries, except three wholly owned 
subsidiaries which, in the aggregate, do not constitute 
a significant subsidiary. The investments in the non- 
consolidated subsidiaries and a 45% owned company 
are carried at the Company's equity in their net assets, 
and the net earnings are included in other income. 

During 1971 the Company purchased all of the out¬ 
standing common stock of Intracolor Corporation which 
owns the U. S. dyestuffs, chemical auxiliary products 
and optical brighteners businesses formerly conducted 
by Cl BA Chemical and Dye Company. The purchase 
price consisted of $14,000,000 in cash and 60,000 
shares of Preferred Stock, which has been valued in 
the accompanying consolidated balance sheet at 
$6,000,000. The excess of cost over equity in net 
assets $6,082,920, less amortization for the two 
months ended December 31, 1971, is carried in the 
balance sheet under the caption "Cost of acquisitions 
in excess of equity in net assets". The Company does not 
have sufficient information at the present time to make 
an allocation of the excess of the cost of investment in 
Intracolor over equity in net assets. To the extent any 
amount is allocated to property, plant, equipment and 
intangible assets (other than excess cost), it will be 
written off over the useful lives of such assets. It is 
management's intention to amortize any remaining 
excess over a period not exceeding forty years. 

The following pro forma summary combines the con¬ 
solidated statement of earnings of the Company with 
the statement of earnings of Intracolor Corporation as 
if the Company had owned Intracolor Corporation 
during these years. The summary has been adjusted 
to reflect net additional expenses on borrowings and 
amortization of cost in excess of equity in net assets 
over a forty-year period. 


Year ended December 31, 
1971 1970 


Net sales .... 
Net earnings 

$109,503,000 
$ 3,528,000 

111,199,000 

4,010,000 

Net earnings per share 
after preferred 
dividend requirement 
of $315,000 . . . 

$1.52 

1.73 

(2) Property, plant and equipment 



1971 

1970 

Land. 

Building and building 
improvements 

$ 1,036,439 

10,748,912 

828,210 

6,300,247 


Machineryand 

equipment . . . 20,394,089 17,564,524 


Machinery leased to 
customers 

Furniture and fixtures 
and miscellaneous 
equipment . 

Patterns, drawings, jigs, 
fixtures, small tools . 

Construction in progress 


1971 

572,633 

2,643,193 

1,286,300 

78,680 

$36,760,246 


1970 


686,223 


3,081,672 

1,286,300 

2,387,232 

32,134,408 


Patterns, drawings, jigs, fixtures and small tools at weav¬ 
ing and knitting machinery operations are carried at 
1932 appraised values on which no depreciation is 
taken. It is the policy of the Company to charge pur¬ 
chases and expenditures for these items to expense 
in the year acquired. 

Depreciation of property, plant and equipment is com¬ 
puted generally on the straight-line method at rates 
which are sufficient to write off the cost of the assets 
over their estimated useful lives. Rates used are: 
buildings and building improvements 2%-20%; furni¬ 
ture and fixtures and miscellaneous equipment 4%- 
33-1/3 %; machineryand equipment3 %-20%. 


(3) Amortization of intangible assets 
Amortization of formulae, trademarks, trade names, 
patents and patent rights is computed on the straight- 
line method at rates which are sufficient to write off 
the cost over their estimated useful lives. Rates used 
for formulae, trademarks and trade names are 6%-20% 
and for patents and patent rights 6 %-13 %. 

Included in the balance sheet caption "Cost of acquisi¬ 
tions in excess of equity in net assets" is $5,055,100, 
established prior to 1971, attributable to intangibles 
with continuing value and not being amortized. 


(4) Long-term debt 


Long-term 

Notes under revolving 
credit agreement 
payable in twelve 
equal quarterly 
installments beginning 
October 31, 1974. . $ 9,600,000 

9.75% senior notes 
payable in semi¬ 
annual installments of 
$133,000 from 1975 
through 1991. . . 4,400,000 

7% (5% prior to April 
1, 1971) sinking fund 
note payable due in 
annual installments of 
$265,000 until 1982 . 2,645,000 


Current 

installments 


265,000 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 


Long-term 

7% notes $1,320,000 of 
which is payable in 
ten annual installments 
of $132,000 commencing 
in 1973, and $660,000 
payable in installments 
of $68,000 annually 
commencing in 1973 
with the final 
installment of 

$48,000 due in 1982 $ 1,980,000 

7.85% notes due in 
installments ranging 
from $60,000 to 
$160,000 from 1976 
through 1989 . . 1,500,000 

7.15% notes due in equal 
installments from 

1972 through 1978 . 1,194,624 

4% to 7.25% notes 
maturing through 

1979 .... 1,232,368 

$22,551,992 


Current 

installments 


199,104 

331,744 

795,848 


The revolving credit agreement with four banks has an 
interest rate of %% in excess of the prime rate and im¬ 
poses certain restrictions on the Company with respect 
to short and long-term debt and working capital. 

The 9.75% senior notes agreement increased the in¬ 
terest rate on the sinking fund notes to 7 % and imposed 
certain restrictions on the Company with respect to 
short and long-term debt and working capital levels. 
The agreement also imposes certain restrictions on the 
payment of cash dividends. The amount of unre¬ 
stricted retained earnings available for cash dividends 
was $2,510,320 at December 31,1971. 

(5) Pensions 

The Company and its subsidiaries have non-con¬ 
tributory pension plans covering substantially all of 
their employees, the costs of which are being funded 
in accordance with generally accepted actuarial methods 
which provide for the payment of current service costs 
plus the amortization of past service costs over periods 
not exceeding thirty years. Total pension expense for 
the period, before applying the credit described below, 
was $1,154,649 including amortization of past service 
costs. As a result of 1964 amendments to several of 
the plans, $243,000 (net after taxes) included in lia¬ 
bilities in the accompanying balance sheet is no longer 
required and is being credited to earnings at the rate of 
$81,000 per year. The actuarially computed value of 
vested benefits as of January 1, 1971 (Intracolor as of 
December 31, 1971) exceeded by an amount es¬ 


timated to be $1,800,000 the sum of the pension fund 
assets, valued at cost, plus the balance sheet accrual 
for pensions. During 1970 the Company amended 
one of its major plans by vesting benefits at earlier 
dates. The amendment does not affect total benefits 
at normal retirement. 

(6) Deferred foreign exchange gain 
The Company follows the current/noncurrent method 
of translating into U.S. dollars the financial statements 
of foreign subsidiaries. The gain resulting from the 
translation of net current assets at December 31, 1971 
has been deferred to offset the additional U.S. dollars 
which may be required to pay maturity of funds bor¬ 
rowed in foreign currencies which mature through 
1989. Based on exchange rates prevailing at De¬ 
cember 31, 1971 the reserve is sufficient to cover the 
additional costs. 


(7) Federal and foreign income taxes 



1971 

1970 

Taxes currently payable 

$1,480,002 

2,332,135 

Deferred taxes . 

( 129,000) 

( 140,000) 

Amortization of 

investment credit 

( 80,000) 

( 74,000) 

Provision made in prior 
years no longer 

required .... 

— 

( 80,000) 


$1,271,002 

2,038,135 


The relatively low effective tax rates are due primarily 
to items of non-taxable income, expenses charged to 
operations in prior years deductible for tax purposes in 
1971 and 1970, and the availability in 1970 of a tax 
loss carry forward of a subsidiary. 

Benefits derived from the investment credit provided 
by the Revenue Acts of 1962 and 1971 are being de¬ 
ferred ratably to future operations. The balance at 
December 31, 1971, $351,107 is included in deferred 
Federal income taxes. 


(8) Preferred stock 

During 1971 the stockholders authorized 250,000 
shares of no par cumulative preferred stock, issuable 
in series with liquidation preferences. 


In connection with the purchase of Intracolor the fol 
lowing preferred stock was issued: 

Annual dividend 


Number 

of 

Series shares 


Amount per Annual rate increases 
balance dividend rate to $10.00 per 
sheet per share share on 


A 20,000 $2,000,000 

B 20,000 2,000,000 

C 20,000 2,000,000 

60,000 $6,000~000 


$5.25 January 1, 1975 
5.25 January 1, 1976 
5.25 January 1, 1977 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 


The preferred shares issued are redeemable, in whole 
or in part, at the option of the Company at $100 per 
share plus accrued dividends. 

(9) Stock options 

The Company's 1966 Qualified Stock Option Plan 
provides for granting options to officers and key em¬ 
ployees to purchase 100,000 shares of the Company's 
common stock at prices not less than 100% of the 
market value on the date of grant. Options are exer¬ 
cisable on a cumulative basis between two and five 
years from the date granted. At December 31, 1971, 
6,500 shares were available for future grants. There 
were outstanding under this plan at December 31, 
1971, options to purchase 88,167 shares, net of 
cancellation of 15,000 shares, at prices ranging from 
$15.44 to $22.25 a share. Options were granted 
during the year to purchase 20,500 shares at prices 
ranging from $15.50 to $15.94 a share. At December 
31, 1971, options to purchase 41,999 shares were ex¬ 
ercisable under this plan at prices ranging from $15.44 
to $22.25 a share. 

Under an earlier plan, there were outstanding at De¬ 
cember 31, 1971, options to purchase 5,200 shares at 
prices ranging from $10.63 to $16.75 a share. During 
the year, options were exercised to purchase 600 shares 
at $10.63 a share or a total of $6,375 compared with 
the market price of $15.25 a share or a total of $9,150. 
The excess of proceeds received under these options 
over the cost of such stock to the Company, $3,713, 
has been credited to additional paid-in capital. At 
December 31, 1971, options to purchase 4,600 shares 
were exercisable. 

The Company's 1970 Qualified Stock Option Plan, 
similar in all respects to the 1966 plan, provides for 
granting options for 100,000 shares of the Company's 
common stock through April, 1980. Options were 


granted during the year to purchase 10,500 shares at 
a price of $18.50 a share. 

(10) Long-term leases 

Real estate and production facilities are being leased by 
the Company under long-term agreements. Pertinent 
details of the leases are summarized below: 

Initial Average 

term Expiration annual 

(years) date rentals 

Land and buildings 5-26 1972-1989 $1,120,000 

Machinery and 

equipment 5-10 1972-1979 563,000 


In addition to the annual rentals stated above, the Com¬ 
pany is required generally to pay insurance, real estate 
taxes, maintenance and repairs, etc. 

During 1971, the Company built an addition to its 
Althouse facilities under sale and leaseback arrange¬ 
ments with a Company pension trust. The additional 
facilities were sold to the pension trust at cost. 

Included in the tabulation above, are leases covering 
four plants owned by Company pension trusts with 
initial terms of 20 to 25 years expiring between 1985 
and 1989 with average annual rentals of $504,000. 
The leases contain renewal options at an annual rental 
of 40 % of the rent to be paid during the last year of the 
initial term of the lease. The major remaining plant 
leases contain renewal options ranging from 5 to 25 
years. 

The machinery and equipment leases are generally re¬ 
newable for unlimited one year periods at nominal or 
substantially lower rentals. A Company pension trust 
owns machinery and equipment on which the average 
annual rentals total $282,000. 


AUDITORS' REPORT 


THE BOARD OF DIRECTORS AND STOCKHOLDERS 
CROMPTON & KNOWLES CORPORATION: 


We have examined the consolidated balance sheet of Crompton & Knowles Corporation and subsidiaries as of 
December 31, 1971 and the related statements of earnings and retained earnings and changes in financial position 
for the year then ended. Our examination was made in accordance with generally accepted auditing standards, 
and accordingly included such tests of the accounting records and such other auditing procedures as we consid¬ 
ered necessary in the circumstances. 

In our opinion, such financial statements present fairly the financial position of Crompton & Knowles Corporation 
and subsidiaries at December 31, 1971, the results of their operations and the changes in their financial position for 
the year then ended, in conformity with generally accepted accounting principles applied on a basis consistent with 
that of the preceding year. 


January 22, 1972 




CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 
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RECORD OF GROWTH- 

10 YEARS ENDED DECEMBER 31,1971 



1971 

1970 

1969 

1968 

OPERATIONS 

Net sales. 

$79,276,022 

77,481,589 

84,851,611 

76,011,228 

Earnings before income and state taxes 

$ 3,795,856 

5,615,573 

7,612,225 

6,670,496 

Federal and foreign income and state taxes 

$ 1,543,448 

2,459,652 

3,968,515 

3,656,735 

Net earnings. 

$ 2,252,408 

3,155,921 

3,643,710 

3,013,761 

Net earnings as a per cent of sales .... 

2.8 

4.1 

4.3 

4.0 

Dividends paid on common stock. 

$ 1,692,579 

1,711,199 

1,691,343 

1,651,629 

Depreciation. 

$ 1,789,927 

1,738,501 

1,769,363 

1,511,203 

FINANCIAL POSITION 

Current assets. 

$53,700,233 

39,073,223 

36,485,052 

36,665,985 

Current liabilities. 

$17,333,817 

15,339,347 

13,518,880 

14,580,037 

Working capital . 

$36,366,416 

23,733,876 

22,966,172 

22,085,948 

Ratio of working capital. 

3.1 

2.5 

2.7 

2.5 

Long-term debt . 

$22,551,992 

8,484,008 

7,330,191 

7,308,596 

Capital expenditures (excluding amounts 
acquired from acquisitions and facilities 
sold and leased back from pension trusts) . 

$ 1,767,083 

3,883,583 

2,051,898 

2,986,344 

Stockholders' equity. 

$43,399,142 

36,885,438 

35,907,622 

33,122,570 

OTHER STATISTICS 

Per share of common stock: 

Net earnings . 

$ 1.04 

1.48 

1.69 

1.46 

Dividends paid . 

$ .80 

.80 

.80 

.80 

Working capital . 

$ 17.19 

11.22 

10.68 

10.68 

Stockholders' equity . 

$ 17.68 

17.44 

16.70 

16.02 

Average shares outstanding. 

2,115,724 

2,138,999 

2,152,999 

2,064,536 

Net earnings as a per cent of common 

stockholders'equity at beginning of year . 

6.0 

8.8 

11.0 

S.b 
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1967 

1966 

1965 

1964 

1963 

1962 

66,120,296 

66,142,900 

62,001,703 

52,354,356 

45,580,820 

44,350,017 

4,674,433 

5,889,373 

6,924,922 

6,345,600 

5,507,120 

4,302,151 

2,345,735 

2,965,941 

3,767,116 

3,654,733 

3,249,100 

2,362,475 

2,328,698 

2,923,432 

3,157,806 

2,690,867 

2,258,020 

1,939,676 

3.5 

4.4 

5.1 

5.1 

5.0 

4.4 

1,636,423 

1,604,686 

1,385,388 

1,164,232 

1,158,160 

1,158,949 

1,373,419 

1,291,295 

1,220,568 

1,167,480 

1,097,518 

1,053,456 


32,707,636 

31,637,308 

28,737,661 

26,543,620 

24,236,878 

22,458,729 

11,625,094 

11,559,592 

9,429,664 

8,227,940 

7,518,875 

6,562,136 

21,082,542 

20,077,716 

19,307,997 

18,315,680 

16,718,003 

15,896,593 

2.8 

2.7 

3.0 

3.2 

3.2 

3.4 

3,768,994 

4,062,474 

4,555,954 

5,070,434 

5,383,914 

5,676,994 

1,440,328 

1,971,231 

1,978,228 

1,445,479 

1,293,079 

1,011,087 

31,629,420 

30,237,145 

28,857,573 

28,180,013 

26,548,959 

25,544,704 


1.13 

1.46 

1.59 

1.39 

1.17 

1.00 

.80 

.80 

.70 

.60 

.60 

.60 

10.24 

10.03 

9.66 

9.30 

8.68 

8.22 

15.36 

15.11 

14.44 

14.31 

13.78 

13.21 

2,060,186 

2,002,970 

1,981,128 

1,940,384 

1,929,932 

1,930,750 

7.7 

10.1 

11.2 

10.1 

8.8 

8.1 


Amounts per share are stated after appropriate adjustments for the stock split 
effective March 29, 1966 and for the number of shares held in treasury. 
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